Introduction
The Republic of Kenya is trying to position itself as a gateway to the rest of Africa. This is important because almost 45% of its exports are destined for other African The fiscal situation in Kenya has been under scrutiny recently with a significant focus on both the increasing government spending and government debt. Most of this spending pumps into industrial policy ambitions and has been directed to transport and infrastructure projects that are being undertaken by the government. In this industrial policy context, the labor absorbing rate in Kenya is very low compared to its supply and Kenyan government should try and fmd an alternative policy, which will generate a greater benefit to the economy. This paper is related to extant empirical studies on trade liberalization in developing countries which using a computable general equilibrium (CGE) model, evaluate the effects of trade liberalization on industry and households in particular. Adi and Tokunaga (2006) suffer from increased competition with imported goods as private household demand increases. Aredo et al. (2012) and Yimer (2012) analyzed trade liberalization and poverty in Ethiopia. Aredo et al.(2012) revealed that further trade liberalization has little effect on the overall economy, but textile and leather industries are likely to be strongly affected by further tariff reductions. Furthermore, Yimer (20 12) indicated that the welfare and real consumption of households are decreasing in the short run with trade liberalization performing well in its capacity to increase real GDP, welfare, real output and real exports in the long run. Tokunaga et al. (2003) evaluated the impacts of tariff reduction and fiscal decentralization on regional economies as well as on the wider Indonesian economy using a three-region interregional CGE model and suggested that export sectors such as the textile sector benefit in industry activity, while import competing sectors are more likely to suffer damage from increased competition with imported goods. Konan and Maskus (2006) studied the impact of services liberalization on Tunisia's economy; in that context, liberalization eased adjustment costs, measured in terms of the sectoral movement of workers, which could thus be reasonably expected to diffuse political resistance to services liberalization. On a different theme from liberalization, Sahoo et al. (20 16 ) evaluated the long-run economy-wide impacts of productivity changes in maize and wheat and the lowering of trade and transport margins for all crops in Kenya using a recursive CGE model.
Regarding government budgets, Konan and Maskus (2006) and Aredo et al. (2012) used direct tax as a compensation mechanism for the loss in government revenue after liberalization, but herein we impose an indirect tax on all industries for the purpose of recouping the revenues and incorporating a subsidy scheme for the development of industry in which Kenya has a comparative advantage.
The purpose of this paper is to quantifY the impact of trade liberalization on the Kenyan economy using a CGE model and identifY the extent to which a tariff abolition policy and fiscal policy have enhanced economic welfare of households in Kenya and reduced the hitherto high levels of unemployment.
Kenya CGE Model Structure
The database used for this analysis is the 2009 Kenya Supply and Use Table (SUT) that has been used to construct the Input-Output Table (IO Table) . This data is further 
1) Kenya CGE model framework
The Kenya CGE model is based on Hosoe eta!. (2010) and Tokunaga eta!. (2014) and it is a basic system that uses The basis of construction of the model framework is the existence of 6 principle sectors. The major sectors here are the production sector that seek to minimize their cost, the household sector that seek to maximize their utility and the trade sector that seek to maximize profits and the following explanation shows the details of these major sectors and how they interact in the economy to meet their economic obligations as detailed below.
All the production sectors shown in Figure I We explain the government sector. The government has budget that contain the difference between the revenues generated from tax receipts and the subsidies disbursed to each production sector. These budgets are then multiplied by a fixed ratio to create savings, and expenditures comprise social security benefits to the household sector and transfers to the rest of world.
We incorporated the factor market-clearing conditions
(1)-(2), the equation (3) 
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Where UNEMP"(UNEMPZ") represents unemployment and PK" represent the wage rate (initial wage rate) and returns to household capital respectively. LS, KS , L W,
KW , L WS , KWS and ER represent the labor and
household capital endowment, labor demand and household capital demand from the rest ofthe world, labor endowment and household capital endowment from the rest of the world and the exchange rate, respectivel/ 1 • TRDH", SH" and 2) We define the equivalent variation(EY)as follows: the equivalent variation is the difference between the household's budget of the "proposed change", deflated by the price index of composite commodities, and the household's budget of the "benchmark equilibrium". 3) A Phillips curve parameter is assumed to be smaller than the 0.5 estimated in the South African context because of the relatively high unemployment rate in Kenya. 4) Labor movement between domestic market and foreign market was incorporated in 2011 SAM. But the simulations in this paper included assumption that labor movement does not occur. Because this paper is assured that a domestic laborer does not notice the difference between domestic wage rate and foreign wage rate arising from the changes in domestic wage rate and TEHW" represent direct tax revenues trom household, household savings and transfer to rest of the world, respectively. Still more the bar above the variable means an exogenous variable. For the external balance, the default closure is that the exchange rate is flexible while foreign savings (the current account deficit) are fixed.
2) Setting tariff rate and elasticity of substitution
The elasticity of the CES function is assumed to be 0.5-1.8 based on the results that we estimated using time-series data for South Africa and Table 4 -3 of Tokunaga and Okiyama (2014) . The elasticity of the Annington and CET functions is assumed to be 2.0 for all industries (Hosoe et al. 2010 ) because the previous studies done for Kenya could not provide the above information 5 ) Therefore we must
give careful consideration to onr simulation results, though we carried out the sensitivity analysis to check the robustness of our model. These parameters and tariff rates per sector are summarized in Table 1 6 ). Table 2 below, have been carried out to exchange rate by the simulation (initial wage rate and return to capital in foreign countries set up I in the same as domestic wage rate and return to capital and are fixed). 5) Sahoo eta/. (2016) assumed the elasticity of the CES function, Armington flu!ction, and CET function to be 2.0, 3.0, and 3.0, respectively. 6) As industry-specific tariff is not clearly outlined in SUT, we must estimate the tariff rate using the total amount of tax on imported goods and then MFN applied duties found in the World Tariff Profile report by the co-publication of WTO, lTC and UNCTAD of the products groups. provides for an increase of 0.022% in the subsidy rates for three sectors: agriculture, processing of agriculture products, and manufacture of food industry products. The rationale behind this simulation is that Kenya's population is believed to rely on these sectors and this change will narrow the income gap between households. The fifth simulation (S5) targets the manufacturing in textiles and chemical sectors.
Simulation Procedure and Results

1) Setting the simulation
In this situation, the government provides an increase of 0.043% in the subsidy rates to achieve higher growth in GDP. Table 2 illustrates the simulation procedure. 7) Each subsidy rate in S3, S4, and S5 and is calculated from the amouut equivalent to the increase in government revenue through experimental iteration. In other words, even if each subsidy rate is implemented, the government budget will not change substantially.
2) Simulation results
Seven simulation results are shown in Tables 3 and 4 Note: 1) Rural wage rate is fixed of the numeraire. Simulation S I in Table 4 shows that agriculture and manufacturing sectors record a reduced domestic production, and the public administration (Pub!) and education ( Educ) sectors decreased more than other sectors because of the reduced government budget. In Simulation S3 with a tax increase and production subsidy, the public administration and education sectors became slightly a 0.569% and 0.999% decrease.
Concluding Remarks
Our simulations show economic welfare when setting the tax rate and subsidy ratio without reducing the government budget in the case of tariff elimination. Given the results of previous study that Konan and Maskus (2006) pointed out that free trade is not the optimal policy when maintaining government expenditures simply and arrived at the conclusions by finding out the household lump-sum tax rates to maximize economic welfare under government budget constraints, we must notice in mind that the following advisable policy is not an optimal policy.
We found that, if a mixed fiscal policy under total tariff elimination is instituted in the form of a 1% indirect tax with a 5.5% subsidy rate on the food manufacturing and food processing industries, then simulation results suggest improved economic welfare due to high consumption in the economy and this is as a result of improved income due to the demand of factor endowments; public administration and education sectors are highly dependent on government expenditure and can be limited to minimize the negative impacts.
